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Average exchange rate (1TD=$) 
DOMESTIC ECONOMY 
Population (millions) 
Percent growth 
GDP in current $ 
GNP in current $ 
Per capita GDP, current $ 
GDP in TD (1980 = 100) 
GDP % change 
CPI % change 
PRODUCTION AND EMPLOYMENT 
Labor force (in 1,000s)* 
Unemployment 
(yearly average %)* 
Industrial Production (1983=100) 
Percent change 
Govt operating deficit (as % of 
current GDP) 
BALANCE OF PAYMENTS 
Exports 
Imports 
Trade Balance 
Current Account Balance 
Foreign Direct Investment (new) 
Foreign Debt (year end) 
Debt service paid 
Debt service ratio (as % of 
goods and services exports) 
Foreign exchange reserves 
(year end) 
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US-TUNISIAN TRADE 

US exports to Tunisia 

US imports from Tunisia 

US Trade Balance*** 

US share of Tunisian exports 

US share of Tunisian imports 

US Bilateral aid: Economic 
Military 


*Estimates 

** January-March 1987 

***Sharp shift in trade balance between 1984 and 1986 due to decline in sale 
to U.S. of Tunisian petroleum products. 


SOURCES: BUDGET ECONOMIQUE, 1987; INSTITUT NATIONAL DE LA STATISTIQUE; 
BANQUE CENTRALE DE TUNISIE. 





A. SUMMARY 


Drought, falling oil prices and a mediocre tourist season cut into 
Tunisia's exports in 1986, causing a mid-year slump of Tunisia's 
foreign exchange reserves and the first year of negative growth 
Since independence. To stabilize the balance of payments and 
begin restoring competitiveness to an economy long shielded from 
world markets, Tunisia launched a program of fundamental economic 
reform. It devalued the dinar, made new cuts in public spending 
and began a phased program to strengthen domestic markets. Backed 
by nearly a billion dollars from the IMF, the World Bank and 
Tunisia's principal bilateral partners, this adjustment program 
has brought new coherence and clear priorities to an economic 
policy which had lacked focus and consistency. 


The economy began to rebound in 1987 following a contraction of 
one percent in 1986. Despite clamps on public expenditure and 
pay, a better cereals harvest and higher export revenues from 
tourism, phosphates and textiles should reduce the trade deficit 
and permit real growth to exceed 3.5 percent. The economy should 
improve as the initial steps to deregulate investment, decontrol 
prices and liberalize imports begin take hold. 


Moving from a controlled to a market economy is never easy. Such 
a transition can be complicated by balance of payments crises 
which must be fought by restraining domestic demand with tight 
budgets, wage controls and a lower exchange rate. In the short 
run, inefficient industries are squeezed. Sometimes, they have no 
choice but to cut production, reduce investment and layoff staff. 
However, resources do begin to flow into the balance of payments, 
thus stimulating local output. In Tunisia this pattern has 
appeared. It should be seen as a healthy sign that the adjustment 
program is taking hold. 


During this period of economic transition, there are opportunities 
for U.S. firms interested in either trade or investment. Sales of 
grain, computers, mining equipment, renewable energy technology 
and telecommunications are good prospects. The introduction of a 
new investment code should improve the climate for joint ventures 
in such areas as food processing, clothing manufacture, and other 
assembly processes. 
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B. THE ECONOMY REACHES A CROSSROADS IN 1986 


Gross domestic product (GDP) fell one percent in real terms in 
1986. Among the major economic aggregates, private consumption 
rose just 1.5 percent as Tunisians kept spending despite a drop 
of about 3.0 percent in real personal disposable incomes. 
Government expenditure was unchanged in volume with cuts in 
specific programs balancing a slight rise in public employment. 
GDP fell because of a massive 12.8 percent drop in fixed 
investment. For the second year running, the Government 
announced sharp cuts in capital outlays in order to contain its 
budget deficit. Private investment also eased as demand 
weakened and capacity utilization slipped. The only ray of 
light was a narrowing in the current account deficit as net 
export volume improved. 


Retail prices rose an average 5.8 percent in 1986. However, the 
pattern of increase changed radically over the summer months. 
Checked by falling international commodity prices, slackening 
domestic activity and a government unwilling to allow controlled 
prices to rise, the retail price index inched up at an 
annualized rate of just 0.7 percent during the first half of the 
year. However, between July and December, prices spurted up at 
an annual rate of 14.4 percent. Devaluation of the dinar, 
higher prices on controlled staples, and a reduction in the 
availability of domestic goods caused by increasing exports all 
played a role in this surge. Employment growth slipped in 1986 
as both public and private sectors absorbed less than half of 
the 4 percent growth in the labor force. Official unemployment 
figures put the jobless total at between 0.27 and 0.3 million or 
12-14 percent of the labor force. However, these estimates 
include neither the teenage unemployed nor the impact of 
activity in the unregistered or informal sector which adds 
substantially to both employment and output. 


Breaking down Tunisian economic performance by sector reveals 
the importance of agriculture in the 1986 downturn. After a 
bumper crop in 1985, Tunisian grain producing areas were hit by 
a severe drought, reducing the cereals harvest to half of normal 
levels and contributing to a 12.5 percent drop in overall 
agricultural output. This alone cut GDP growth by almost two 
percent. With petroleum output down slightly, the energy and 
mining sector suffered a 2.1 percent decline, while a drop in 
tourism reduced growth in the important services sector to a 
weak 1.7 percent. Only the manufacturing sector managed to 
Sustain the growth rate (4.9 percent) achieved in 1985. The 
bright spots were in the textile and chemical fertilizer sectors. 
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Tunisia's external account was the main battle front in 1986. 
Hard hit by a price collapse which reduced income from oil by 44 
percent, visible export earnings fell by 2.5 percent in 1985. 
Invisible export earnings slumped 4 percent with the key tourism 
account dropping 7 percent following a sharp, but temporary drop 
in tourist arrivals in the spring. These drops outweighed 
excellent performances by textiles and shoes (up 37 percent), 
phosphates and fertilzers (up 17 percent) and fish, citrus and 
olive oil (up 38 percent). Imports were unchanged in 1986. A 
sharp drop in the value of energy imports (down 39 percent), was 
offset by increases in food and semi-finished goods imports (up 
10 percent) and finished goods (up 4 percent). 


Despite strenuous government efforts, Tunisia's current account 
deficit widened to 554 million dinars (8 percent of GDP) from 
491 million dinars a year earlier, touching off a severe foreign 
exchange crisis. Visible imports were tightly controlled, but 
weak oil, phosphate and tourism earnings could not be offset by 
gains elsewhere. Other potential export sectors were hamstrung 
by the continuing effects of a dinar too long overvalued on 
foreign exchange markets. To finance the current account 
deficit and repay maturing foreign debt principal, Tunisia had 
to draw down its remaining foreign exchange reserves, attract 
fresh funds from official sources and arrange a new borrowing 
from commercial lenders. However, by the early spring of 1986, 
net foreign reserves were negative. Technically, Tunisia could 
no longer both service its $5.0 billion external debt and 
finance its current account deficit. 


The Government moved decisively to resolve this foreign exchange 
crisis. In August 1986, it announced new budget cuts, devalued 
the dinar by a further 10 percent and took action to restrain 
the growth of incomes. That done, the government negotiated and 
signed a $250 million standby agreement with the International 
Monetary Fund and separate agreements with the World Bank to 
adopt agricultural and industrial reforms embodied in sector 
loans totalling $300 million. Tunisia also won new commitments 
from its bilateral partners and other multilateral lenders for 
about $250 million at a meeting in Paris in February 1987. 

These timely injections of funds have permitted Tunisia to stay 
current with its debt service while sustaining demand in the 
economy and moving ahead with needed structural reforms. 


CHANGING ECONOMIC GEARS - RECOVERY BEGINS: Since independence 
in 1956, a web of regulation and controls has grown up enabling 
the government to direct, influence or manage most spheres of 
economic activity. In addition, Tunisian industry is dominated 
by less than agile state-owned and parastatal enterprises which 
account for about 60 percent of industrial 
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output and employment. Recently, the productivity of the 
economy has slipped noticeably as resources were diverted to 
maintain investment and employment in loss-making state 
enterprises. Moreover, as goods and factor markets, 
increasingly clogged by regulation, price controls and 
subsidies, lost their ability to provide reliable indicators of 
supply and demand, productivity was also undermined. By the 
early 1980's, attentive economic observers were pointing to 
signs of increasing structural rigidity within the economy. The 
result was a widening failure to produce sufficient goods and 
services to satisfy domestic and external demand. The oil, 
weather and tourism shocks of 1986 laid bare Tunisia's 
structural problems and provided the impetus for the present 
reforms. 


Tunisia's program to stabilize its economy and introduce 
structural reform has attracted considerable praise and support 
from international lenders, both official and commercial. The 
most visible sign that the economy is responding has shown up in 
the balance of payments where the devaluation of the dinar (22.5 
percent trade weighted during 1986) has stimulated exports of 
such price sensitive products as tourism, textiles, chemical 
fertilizers and citrus. However, structural reforms are also 
getting underway. Prices are being decontrolled at the 
wholesale level on individual products; costly subsidies on key 
consumer staples are being compressed by selective price 
increases; private investment is gradually being deregulated; 
finally, import restrictions are being relaxed. Tariffs have 
been lowered to a maximum rate of 50 percent, the first step 
toward an ultimate reduction in the 15-25 percent range. Import 
quotas have been lifted for companies exporting at least 15 
percent of their output. 


A NEW GOVERNMENT TEAM TAKES OVER: The naming of Prime Minister 
Rachid Sfar in July 1986 placed a political seal on the 
government's economic reforms. National Assembly elections were 
held in November with the ruling Destourian Socialist Party 
returning all of its candidates for five year terms. At a 
special congress in January 1987, the General Union of Tunisian 
Workers (UGTT) elected new leadership more in tune with 
government policy. Tunisian foreign relations were dominated by 
a successful effort to garner concrete support among donor 
nations and financial institutions for economic reform. On the 
political front, there were low key efforts to resolve serious 
differences with Libya. Little progress was made. During the 
spring, the government reacted strongly to perceived efforts by 
Moslem fundamentalists to incite university students. 
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THE YEAR AHEAD - ECONOMIC REFORM TO CONTINUE: Sharply higher 
net exports of goods and services should fuel a rebound in 
economic growth in 1987 with real gross domestic product rising 
by 3 to 4 percent. Firmer oil prices, higher agricultural and 
textile revenues, and the prospect of a good crop have already 
reduced Tunisia's 1987 trade deficit. First quarter figures 
show non-oil exports up 17 percent in volume and 38 percent in 
value over the corresponding period in 1986. Non-oil imports 
rose just 4 percent in volume and 13 percent in value during the 
same period. Domestic demand remains hobbled by an austere 1987 
budget intended to reduce the deficit by nearly 2 percent of GDP 
and by the continuing clamp on public sector and other wage - 
increases. Consumer outlays may rise by about 2.5 percent from 
1986 levels as higher employment in agriculture and tourism 
permits incomes to move up a bit faster than prices. Current 
government expenditure will be flat in real terms. Investment 
is expected to drop a further 8 percent in volume as budget cuts 
delay new projects and construction and weak domestic demand 
depresses new capital spending by private companies. Net 
exports will be the principal engine of growth, providing a 
boost to GDP of perhaps 2.5 to 3.0 percent. Reduced cereais 
imports, sharply higher textiles exports and a strong turnaround 
in tourism will be the motive forces. 


The 1987 rebound will be built on forces reversing much of the 
damage inflicted in 1986. Agricultural output looks set to rise 
by 10 percent as excellent winter rains produce a grain crop 
more than twice as large as the poor 1986 harvest. Mineral 
production will be mixed as aging oil fields yield about 3-5 
percent less petroleum, but phosphate output will rise as new 
capacity is brought into play. Manufacturing industries should 
sustain a fairly steady 5-6 percent growth rate with the booming 
textiles sector offsetting the lackluster performances of 
industries producing for the weak domestic market. The services 
sector is set to improve on last year's poor showing. Hotels 
and restaurants are flourishing as the dinar devaluation 
enhances Tunisia's attractiveness as a vacation destination. 


Inflation is a cloud on the economic horizon. Devaluation, 
rising exports and reduced subsidies on consumer staples are 
exerting upward pressure on retail prices. This pressure is 
being balanced in part by a reduction in real disposable incomes 
which should cut into consumer demand. As a result, prices as 
measured by the retail price index are likely to rise an average 
8-9 percent in 1987. With the pace of economic activity 
increasing, employment should be more buoyant in sectors like 
agriculture, textiles and tourism. It is unlikely, however, 
that sufficient new jobs will be generated to absorb much more 
than half of the 4 percent increase in the labor force. 

Recorded unemployment should therefore rise to perhaps 15 
percent in 1987. 
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The current account deficit should narrow significantly in 
1987. The officially projected gap of 550 million dinars 
assumed an oil price of $15 per barrel, an average crop and a 10 
percent rise in the volume of tourism. In addition, non-oil 
export volume was projected to rise by 9-10 percent. These 
assumptions all look conservative in the light of first quarter 
1987 data. Tunisia's external financing requirement involves 
finding resources to cover the current account deficit, 
repayment of 500 million dinars in debt principal and 
restoration of the country's foreign exchange reserves to more 
comfortable levels. With sizable injections of funds from both 
bilateral and multilateral sources, some commercial borrowing 
and the beneficial effect of the narrowing of the current 
account deficit, Tunisia should experience no difficulty in 
finding such resources. 


By the end of 1987, outstanding medium and long term debt should 
reach 4.7 billion dinars (59.6 percent of GDP) with the 
debt/export ratio standing in the 27-29 percent range. These 
figures are well above those obtained in the early 1980's. 
However, they are likely to be near the highwater mark of a 
cycle which began over a decade ago. With the structural 
adjustment program pushing the current account toward a smaller 
deficit, Tunisia will be able to service its external debt from 
a position of greater economic strength. The next several years 
are thus crucial to the construction of a platform for healthy 
economic growth in the 1990's. 


Cc. IMPLICATIONS FOR AMERICAN BUSINESS 


TRADE - SELLING IN THE TUNISIAN MARKET: Tunisia's structural 
adjustment program contains dual goals of liberalizing the 
import regime, while at the same time conserving limited foreign 
exchange. In practice, this means import license applications 
are scrutinized carefully, many major projects have been put on 
hold, and Tunisian firms which export are favored for import of 
raw materials. Nonetheless, there are good opportunities for 
U.S. exporters willing to make the effort to learn the Tunisian 
market. 


U.S. firms will continue to be strong in grain sales to 

Tunisia. Prospects for computer and related-equipment sales are 
better than ever for U.S. firms well-established in Tunisia. 
Tunisia will also be moving already toward acquiring a national 
capability for data transmission in the next two years. 
Agricultural development is one of the main areas of government 
investment currently and a good 1987 harvest should improve the 
market for U.S. agricultural equipment, including irrigation 
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systems. The market for mining equipment may improve slightly 
with decisions to go ahead on some projects which had been 
delayed. The potential for renewable energy equipment is 
considerable, with projects pending in photovoltaics and wind 
energy. Food processing is a priority industry, with prospects 
for equipment sales in fish and fruit product processing. 
Tourism is a major sector with limited U.S. participation. 
Currently the Tunisian authorities are exploring possiblities 
for direct air service to the United States, which would open up 
greater possibilities for tourism to and from North America. 


U.S. firms interested in Tunisia should know that most large. 
government purchases are made by international tender. Lead 
time for bid submission is often short by U.S. standards. A 
U.S. firm may have to obtain bid documents, translate them from 
French to English, prepare the bid (frequently to European 
specifications and always in French), and transmit the bid to 
the Tunisian authority all in one month or less. Thus it is 
advisable for many companies to have a Tunisian firm 
representing them, which can respond more quickly to bids. 
Tunisian buyers also are concerned about after sales service by 
U.S. firms, a problem which can be addressed by developing 
servicing capabilties with a local representative. Importers 
may be asked to have suppliers find markets for Tunisian 
products as a condition for selling in Tunisia. The Commercial 
Section of the U.S. Embassy in Tunis can assist in identifying 
possible agent/representatives or firms can contact the Commerce 
Department's Agent/Distributor Service through the nearest 
District Office. 


The U.S. lags behind France, Italy, and West Germany in export 
volume to Tunisia. These and other competitors offer very 
generous credit terms, which by and large cannot be matched by 
official U.S. credit sources. U.S. exporters, although 
currently assisted by the lower value of the dollar, should take 


note that financing terms are an important component of almost 
all sales. 


THE INVESTMENT CLIMATE: Tunisia's recent economic development 
plan lessens slightly investment opportunities for foreign 
firms. The plans puts a new emphasis on labor-intensive 
projects, reduces the Government's investment budget to 21 
percent of GDP from 29 percent under the previous plan, and puts 
a greater emphasis on maintenance and renovation of capital 
stock. Nevertheless, Tunisia can be a base for American firms 
serving Mediterranean, Middle Eastern and Sub-Saharan African 
markets. It offers abundant semi-skilled labor, moderate wages, 
and preferred access to the EEC and many Arab and African 
markets. The government is improving the foreign investment 
code by cutting down on the number of approvals required. It 
actively promotes investment by firms exporting a high 
percentage of output. 
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Firms producing strictly for export receive tax, duty and 
exchange control advantages. Their activities are governed by 
the Export Investment Code of 1972, which permits 100 percent 
foreign ownership. Under this regime, food processing, textile, 
leather goods, and electro-mechanical products are attractive 
possibilities. Revised regulations approved in 1987 governing 
the activities of foreign petroleum exploration firms have 
improved conditions for foreign participation in that sector. 


A double taxation treaty between Tunisia and the United States 
remains under consideration, but until such a treaty comes into 
force, incoming investors should press for agreements similar to 
those between the government and foreign oil companies, thus 
reducing the tax base for expatriate employees. 


Americans interested in developing business in Tunisia should 
contact the United States Department of Commerce, Office of the 
Near East (ONE), Washington D.C. 20230, telephone (202) 
377-4652, and the U.S. Trade and Development Program, Rosslyn, 
VA, telephone (703) 235-3660. Assistance is also available from 
the Tunisian Embassy at 1515 Massachussetts Ave. N.W., 
Washington D.C. 20005; telephone (202) 862-1850. Investment 
promotion agencies in Tunisia are: 


--Agence de Promotion des Investissements (API) 
20, rue de Syrie 
1002 Tunis Belvedere, Tunisia 
Telex 12166 Tel. 287600 


--Agence de Promotion des Investissements Agricoles (APIA) 
62, rue Alain Savary 
Tunis, Tunisia 
Telex 14280 Tel. 288400 


The American Embassy is located at 144, Avenue de la Liberte, 
Tunis. Telex 13379 AMTUN TN. Telephone 782566. 





You might be, if you don’t have current, up-to-date 
information on the countries to which you are mar- 
keting. Overseas Business Reports and Foreign 
YOU Economic Trends and their Implications for the 
United States offer country-by-country reports 


with the information you need to succeed in over- 
seas business. 
BLINDFOLDED? Overseas Business Reports (oBr’s) 


bring you detailed information on overseas trade and 
investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 


information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 

@ is prepared on the scene by U.S. Foreign Service 

and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 


the country, and how they could affect U.S. 
overseas business 


@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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